EU Export Subsidy Commitments Not Yet Binding, But

Future Uncertain

Historically the European Union has relied on subsidies to export many of their agricul-
tural commodities. The World Trade Organization (WTO) has forced member countries
to reduce the volume and value of their subsidies annually until 2000/01. So far, the
annual subsidy reductions have not been a binding constraint due to high world prices,
which have reduced the need for subsidies. However, the EU may have difficulty meet-
ing 2000/01 subsidy commitment levels for cheese, beef, olive oil, and other milk prod-
ucts (commodities where 1995/96 subsidies were over the 2000/01 commitment lev-
els), unless they change current policies. [Susan Leetmaal

The Uugua RoundAgreement om\griculture (URAA)
imposed singent limits on member courms’ export subsi
dies.The mandtory reductions hee been of gea concen
to the Euopean Union (EU)because it dqeends on xport
subsidies toxport mary of its ayricultural commodities
under their CommoAgricultural Policy (CAP).Whether
the EU meets its commitmentmd hav it meets themis of
interest because the United &tswhich competes in man
of the same méets as the ELOnNly daa for the frst year
of the implemention pefod is available. However, these
data can povide some insight as tohere the EU is hang
a difficult time meeting the commitmentnd wher the
reductions hee not been a pblem.

Over the past 2gars, world prices hae been highdr mary
commodities thiathe EU has typicallrelied on subsidies to
export. As a lesult,subsidies hae dedined, and in cetain
casesthe EU has\een imposed xport taxes.These eents
were completgf unforseen aithe time the URAA s being
negotiated If world prices fll, meeting commitmentsf
these gods ma become max difficult in the futue.

Urugua y Round Agreement on Agriculture

The URAA indudes limits on port subsidies. Expoisubsi
dies allav counties to eport goods on the wrld maket & a
price lower than in their domestic naats.This lovers world
prices and distas makets ly alteting trade p&tems and com
petitiveness betaen poduces. Other gporters face moe
competition becausexport subsidies dve davn the pices
of their gpods. Countes tha can aford to subsidie exports
can tale makets avay from eficient, low cost poduces.
However, impotting counties bendt from eport subsidies
by being &le to puchase ma of a @od d a lower pice.

Historically the EU haselied on subsidies tokport grain.
Grain piices in the EU wre maintained laove world levels
primaiily through @vemment intevention puchases and
protection fom impots. This typically genested moe gain
than demanded in the ETo male EU gain competitie on
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world makets,and henceeduce siplus domestic supplies,
the EU ofered eport subsidies. Mostrgin exports were
subsidizd, and gvemment gpenditues on gport subsi
dies vere often quite lage (as can be seen lookingthe
URAA base pédod values).

Prior to the URAAthe United Stees and the EU ere the
two laigest uses of export subsidiesThe EU neededxport
subsidies toxport its commodities due to high inteal
price suppar. The United Stees dose to emplp export
subsidies inesponse to highxport subsidies ganted ly
other counties to their ppduces, mainly the Euopean
Union. Duing the lde 19805 the United Stas and EU
were actual engaged in a“‘subsidy war” where both coun
tries would taget subsidied whed exports to the same mar
kets,pattially offsetting eah other and dving ead others
subsidies higher and higher

The URAA forced deeloped countes,sud as the United
Staes and the Eopean Unionto reduce the kel of lud-
getay expenditue on eport subsidies ¥ 36 pecent and to
reduce the elume of subsidied eports by 21 pecent.
These eductions & to be made &m the 1986-1990 base
petiod level over the 1995/96-2000/01 niating year
implementgion pefod, on a poduct specit basis.
Developing counties ae also equired to educe their xport
subsidiesput they have a longr implemention pefod and
lower reductions. Member couis’ WTO export subsig
schedules specify va mary tons of eals commaodity can be
exported with subsig, and pemitted subsigl expenditues
for eath commodity

The text of the URAA povides someléxibility between
yeass in tems of subsig reductions. If a coungrexceeds its
commitments in anof the yeas two through fve, it must
reduce subsidlevels in the ngt year and assarthd the
total cumulative value of &port subsidies andolume of
subsidizd ports over the entie implemention pefod is
no geder than the totals thavould hare resulted fom full
compliance with its subsydschedules. Member courgs
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must meet their commitments in the lastay of the imple
mentdion pefod (2000/01).

In 1992 the EU intduced aeaform of its Common
Agricultural Policy (CAP). One objectie was to laver some
of the intenal suppar prices and compengapioduces

with direct pgments. In etum, famers had to educe their
planted aea ty a govemment-esthlished set-asideate.
Intemal EU gain piices were supposed to diae 30 per
cent,for which famers receved dilect pgments fom the
govemment as compensan. CAP eform theefore reduced
EU expenditues on gport subsidiesdr cetain commodi
ties. Havever, even the Eunpean Commission haskarow!-
edged tha intemal gain piices did notdll as nuch as
planned so tha fammers were ozercompensted At the same
time, the Commission contired to ely on subsidies to
export grains,though ludgetary expenditues were not as
large as pior to CAP eform.

EU Notifications to the WTO on Expor t Subsidies

WTO membes ae required to notify theNTO Committee
onAgriculture concening their wlume of subsidied
exports, their expenditues on &port subsidiesand the wvl-
ume of unsubsided ports, by commodity as speciéd in
the county schedulesTo dae, the EU has submitted natif
caion for the 1995/96 méeting year the frst year mem
bers were required to educe subsidies. &iisional notifca-
tion was eceved in mid-Mach and inal notification in lae
July 1997.Thus,notification for the 1996/97 méeting year
is not xpected until sometime in 1998.

According to Euopean Commission tlon ludgetary
expenditues,EU total expenditues on gport subsidies
have been ddming since 1991. Hweever, expenditues on
export subsidiesdr daily, beef and fiuits and egetables
have increased weer the same prd. The EUS oficial
export subsig notification to theWTO shavs thd the EU
contirued to educe its verall expenditues on &port subsi
dies in 1995/96.

EU Close to Volume Limits f or Some Commodities

AlthoughWTO membes rmust reduce the @lume of subsi
dized ports 21 pecent aver 1995/96-2000/01 pied from
1986-90 leels,the 1995/96 @lume commitments ar
roughly 20-30 pecent higher than theénfal 2000/01 com
mitment levels. Based on th&/TO notification for the
1995/96 maketing year the EU was just under its 1995/96
limit on subsidizd eport volume br cheesefresh fuits
and \egetables, other milk poducts,olive oil, poultry med,
and beef (fure 3). Havever, the EU vas wer the 2000/01
limit for those gods (fgure 4). Of these commodities,
those thaapplied eport subsidies to theutk of their
exports (geaer than 80 pe&ent) were olive oil, beef meg
other milk poducts,and teese (Gure 5). Ony 50 pecent
of the EUS poulty and feesh fuit and \egetable exports
were subsidied

14 Europe/WRS-97-5/December 1997

The commodities thaused the least of their subsieliz\ol-
ume commitments (less than 50 qart of their wlume
commitment)ér 1995/96 vere rapeseed (no subsidid
exports were reported to theVTO), whed, butter, and
coase gains.Typically the EU would have subsidied up to
their bound wlume br whea and coase gains. Havever,
global and EU tpin makets were tight and fces were
high duing the 1995/96 méeting year and the EU used
less than 50 peent of its alue commitmentdr whed and
coase gain. The EU did not need to subsidias nuch as it
had in the pastind in fict world prices were high enough
tha the EU tard ports of whed and baley for much of
the maketing year in oder to dive davn EU piices.

Figure 3
Percentage of 1995/96 Commitment Used
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Figure 4
1995/96 Volume as Percentage
of Final Commitments
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Figure 5
Percentage of 1995/96 Exports Subsidized
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Value Limits Were Not Exceeded in 1995/96

In terms of expenditues on gport subsidiesthe EU vas
closest to its 1995/96 limibf processed anddsh fuits and
vegeteables, wine, poultry med, and beefOf thesethe
ECU/ton &port subsig for processed frits and egetables
was dove the aerage allovable ECU/ton leel if the total
allowed ependitue was diided ty the total allaved \ol-
ume (tdle 3). The port subsidies wre high patially due
to low processed pingmgple pices in thid countres and to a
small Hack currant havest tha increased EU mducer
prices.The arerage per ton gpenditue for most commodi
ties was less than thevarage pemitted for the year if the
pemitted \alues vere divided by pemitted \olumes.

In 1995/96 EU gport subsiy expenditues br cetain com
modities vere ety low. Less than 20 peent of the glue
allotted Dbr export subsidies &s useddr rapeseed (no
exports were subsidied),whed, butter and htter oil,and
coase gains. Subsig expenditues were urusualy low due
to high world grain and bitter pices.

Though aerage subsidies @re lower (in value tems) than
they could hae beenmary commodities still equired sub
sidies on the wk of their exports. The commaodities herre
more than 90 peent of &ports received some subsjdwere
skim milk pavder, coase gains,beef olive oil and litter
and lutter oil (figure 5).The EU has alays relied on &port
subsidies dr these prducts because their inted piices ae
usuallyy maintained thigher levels than verld prices.

EU Wants To Carry Over Un used Subsidies

The EU has typicall had to ely on eport subsidies to
export grain due to high pce suppats. Havever, duiing the
1995/96 maketing year world grain piices eated near
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recod highs due to tight global supplies amsinmg world
demandWorld grain piices were even higher than inteal
EU prices,prompting the EU to imposexport taxes on
whea and baley to non-EU countes for the frst time since
1974. Unlile previous yearss, only 25 pecent of vhed
exports were subsidied whereas 92 pexent of coase gain
exports were subsidied By the end of the 1995/96 nket-
ing year the EU had used less than 14qast of its subsi
dized whed export volume and 48 peent of its coase
grain eport volume In value tems,the EU had oyl used 5
and 19 perent of its &penditue commitment to subsidiz
whea and coase gains,respectiely.

Because the EU as far belav its commitments in 1995/96,
some in Eunpe hae agued thathe EU has thehdlity to
apply the adlitional amount not used in 1995/96 toyaf
the years up to 1999/00. In ters of subsidied eport vol-
ume this would mean thiathe EU could cay over 17.6
million tons of whed and 7 million tons of subsid:
coase gain epotts & 2.2 million ECU and 1.3 million
ECU respectiely. Othes, including the US,, argue tha
flexibility provisions in the greement a meant onf to
deal with situions where a county exceeds its limits and
has to pg bak—not as an opptunity for countres to
“bank” unused subsidies.

Second Year of Implementation, 1996/97

Though ve do not hee ary official daa for the 1996/97
marketing year which has endedof most commodities sub
ject to export subsig¢ reductionsONIC, the Fench gain
office, estimdes tha EU subsidied whea exports were
roughly 13.6 million tonsstill well belov the 1996/97 com
mitment level of 19.2 (bedre caryover). ONIC estimtes

for subsidied coase gain eports were less than 13 million
tons,also less than the E&J’13.1 million ton 1996 subsi
dized port volume commitmentThus,if the subsig car
ryover is pemissile, the EU still could subsidezroughly

an adlitional 23.2 million tons of Wwed exports and 7 mi
lion tons of coase gain eports eove its URAA commit
ment levels betveen nev and dine 30,2000.

Two major questions ee:Would the EU hee the caabili-
ty to export tha much adlitional gain, and could verld
markets dsorb it?The 1997/98 wrld whed crop ae fore-
cast to be ofecod siz, and tade is &pected to inarase
for the secondaar in a ow. The EU eintroduced vhed
export taxes in dily due to gprecidion of the dollar elaive
to Euopean cuencieswhich males EU gains moe com
petitive in tems of dollas per ton. Havever, the incease in
grain pioduction has atrad/ driven davn world prices,and
led the EU to eintroduce smallxport subsidies. If the del
lar remains sting, the EU is unlilely to exceed its 1997/98
subsig allocaion. Howvever, if prices contimie to &ll and
the dollar dereciaes,the EU will need to in@ase its
export subsidiesThis mg actualy limit the wlume tha
can be subsided since the EU hasppropriated a ixed
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Table 3--EU'sWTO Volume and Value Export Subsidy Commitments

Base Schedule EU Schedule Vaue EU value Permitted Actual
Volume commitment notification commitment commitment notification value/vol. value/vol.
Commodity 1986-90 1995/96 1995/96 2000/01 1995/96 1995/96 1995/96 1995/96
(@ (b) (9 (d) (e () (e)/(b) )/(©)
--Tons-- --Million ECU-- --ECU/ton--
Wheat and wheat flour 18,276,000 20,408,100 2,768,800 14,438,000 2,309.0 118.7 113 43
Coarse grains 13,725,600 13,690,200 6,596,400 10,843,200 1,605.7 303.4 117 46
Rice 168,900 163,000 88,600 133,400 54.6 30.3 335 342
Rapeseed 131,400 126,800 0 103,800 40.7 0.0 321 0
Oliveail 145,600 140,500 135,500 115,000 79.8 62.1 568 458
Sugar 1,612,000 1,555,600 856,300 1,273,500 733.1 379.0 471 443
Butter and butterail 505,500 487,800 146,400 399,300 1,392.1 256.2 2,854 1,750
Skim milk powder 344,900 335,000 241,200 272,500 406.2 140.9 1,213 584
Cheese 406,700 426,500 422,300 321,300 594.1 437.6 1,393 1,036
Other milk products 1,212,800 1,185,400 1,156,700 958,100 1,024.7 727.6 864 629
Beef meat 1,040,100 1,137,000 1,019,100 821,700 1,922.6 1,506.5 1,691 1,478
Pigmeat 561,400 541,800 378,200 443,500 288.8 100.5 533 266
Poultry meat 362,000 434,500 418,100 286,000 136.3 115.9 314 277
Eggs 125,000 126,100 95,100 98,800 60.7 129 481 136
Wine 2,917,400 2,851,400 2,161,000 2,304,700 57.5 51.1 20 24
Fruit and vegetables, fresh 953,700 920,300 909,500 753,400 77.6 70.4 84 77
Fruit and vegetables, processed 181,400 175,100 93,600 143,300 12.2 11.3 70 121
Raw tobacco 140,300 190,000 11,200 110,800 96.6 18.2 508 1,625
Alcohol 1,452,400 1,401,600 450,000 1,147,400 141.2 51.2 101 114

Source: EU WTO notification July, 1997

amount of its bdget tovard export subsidiesAdditionally,
the United Sttes has ol allocaed $150 million to the
Expott Enhancement Bgram for export subsidies ini§cal
1997/98 and has not usexpert subsidiesdr grains br
over 1 year

EU Has Implemented Component Subsidies

Cleaty, some of thexgport subsig¢ limits have been bind
ing. For example the EU has stéed to &port some
processedleese under the URAAport subsi¢y commit
ments 6r skim milk pavder and htter The EU ¢aims tha
this is possile through a modied \ersion of the‘Inward
Processing Reliéf(IPR) systemTraditionally under the
IPR, third county products vere impoted taiff-free
processed in the Eland then e-exported without subsiy
Neither fnished poduct nor components of thimithed
product benefed from an eport subsig. However, begin-
ning in Februaty 1997,new rules implementedybthe EU
recast taditional invard processing to alle the use of
export subsidiesdr components of pcessed lteese

The Commission gues tha“‘Inward Piocessing’increases
third county exports to the EUNon-subsidied components
from third counties (sub as Nev Zealand pwdered milk)
may in some instances also be usddverthelesscheese
marufactuers sut as Nev Zealand and the United 8ta kar
tha the EU will be &le to undecut their pices ly allocaing
its export subsidies this &y. Additionally, thete is the éar tha
an EU poliy of transkering subsidies ’m one poduct cée-
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gory to another could spad to othergricultural products,
sud as using igin eport subsidies to duce lev cost pou
try. This would wealen theWTO's eport subsigg commit
mentswhich dgpend on spedid commodity dehitions.

Future Pr ospects and Conc lusions

The EU will have to meet the URAA limits onxport subsi
dies ly 2000/01.The Commission has discussed some-poli
cy revisions thawould help it meet thesengls.There has
been talk of futher reducing some of the intaally suppot-

ed pices and pviding some diect pgments to poduces

to compendga them ér roughly half of the pice difference
This type of eform, provided tha intemal pices actuajl

fall, should educe gport subsiy expenditues.

It is difficult to assess ether the EU will belde to meet
its commitments in 2000/01 based onyoohe \ear of déa,
especialf a year sub as 1995/96 here world prices of
mary commodities \ere ety high. Based upon the 1995/96
notifications, projected vorld price levels and rchange
rates,the EU will have difficulty meeting 2000/01 subsid
commitment lgels for cheesebeef olive oil, and other milk
products (commodities here 1995/96 subsidiesese over
the 2000/01 commitmentyels),unless it bangs curent
policies.According to the dficial USDA baseline prjec
tions,the EU will be ale to export whea without subsig

by 2000/01. Because the EU is a majoBltompetitor in
mary maikets,whether it meets the commitmerasid hov

it does so bearwatching.
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